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CHILE: KEY ECONOMIC INDICATORS 


All values in US$ millions and represent 
period totals unless otherwise indicated 


Exchange rate: 1979-78 
Dec. 31, 1978 - US$] = CH Peso $33.95 1977 1978 1979 % 
Dec. 31, 1979 - US$I = CH Peso $39.00 Preliminary Projected Change 


NATIONAL ACCOUNTS 

Real GDP in 1977 USS i 14,911. 15,999. 17,087. 
Real GDP per capita in 1977 US$ 1,413. 1,490. 1,566. 
Fixed Capital Investment (2%) 12. 12. 14, 


PRODUCTION 

Industrial Production Index* 100. 109. 119. 
Copper (thous. Metric Tons) 1,056. 1,035. 1,058. 
Copper (nominal US¢/1b. LME) 59. 61. 89. 
Electricity Generated (Million Kwh) 9,776. 10,479. 11,169. 
Cement (thous. Metric Tons) 1,125. 1,176. 1,315. 


EMPLOYMENT AND WAGES 
Employment (thous. persons Santiago) 1,493: 1,253 1,332. 
Unemployment (% Santiago) 23. 14. 12.8 
Industrial Real Wage Index* 100. 118. 131. 


MONEY AND PRICES 
Money Supply (MI, Million CH$) 16,723. 


9 
Iinflation-CP! (% change annual averages) 92.0 
Retail Sales Index* 100.0 
Real Lending Interest Rate (30-day %/yr.) 56.0 


EXTERNAL ACCOUNTS 

Balance of Payments 7 
Foreign Exchange Reserves 871. 
Total Foreign Debt 5,434.0 
Annual Debt Service 1,193.0 
Debt Service Ratio 1 (%) 2/ 44g 
Public/Guaranteed Debt 3,673.3 
Debt Service Ratio 2 (%) 3/ 32.9 
Balance on Current Account -551.0 
Financial Gap 4/ 1,402.0 
Exports (Goods, FOB) 2,185.0 
% to U.S. aS 
Imports (Goods, CIF) 2,417.0 
% from U.S. 21.4 
Balance of Trade (Goods) -232.0 
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*Indices: Average 1977 = 100 

1/ Source: ODEPLAN/IMF 

2/ Ratio of annual payments on t.tal foreign debt to exports of goods and services 

3/ Ratio of annual payments on public and guaranteed debt to exports of goods and 
services 

4/ Amortization payments on total foreign debt plus current account balance 





COUNTRY PERFORMANCE. The Chilean economic stabilization program of 1975 
has ushered in a period of steady growth at above average rates even by 
world standards. Government policy in 1979 was marked by variations in 
short-term demand management and the implementation of measures aimed at 
long-term growth. This combination, aiming at building a mixed economic 
system based on free-enterprise capitalism, is directed toward simul- 
taneously resolving the equity-growth and inflation-production dilemmas. 
In its reliance on market economics to resolve these universal problems, 
Chile appears in the vanguard of a worldwide neo-conservative response 
to the menace of growing inflation. From an isolated beginning in 1975 
Chile has seen variations of orthodox monetarist-fiscal policies take 
hold in several other countries. Inflation remains Chile's major 
economic problem. However, the three interrelated problems of unemploy- 
ment, high interest rates, and low fixed capital investment are on the 
way to being solved. Expanding liquidity and an opening to free trade 
in capital is reducing domestic interest rates to world levels. With 
greater access to credit, private sector investment is rapidly increasing, 
producing a recovery in both industry and construction. Although unemploy- 
ment remains at 12.5%, employment is growing at twice the historical 
average, underscoring the labor-intensive, redistributional character of 
Chile's export-led development strategy. 


Chilean efforts remain concentrated on reducing the domestic inflation 
rate to the world inflation rate, even though the world rate is rising 
and may meet the Chilean rate on its way down. Inflation measured 
between annual averages is projected to decline from 40.1% in 1978 to 
33% in 1979. On a year-to-year basis, inflation in 1979 was expected 
to be 38% versus 30.3% in 1978. A 27% increase in external prices 
adversely affected Chile's 1979 price performance. This price increase 
was led by an 80% increase in the cost of petroleum imports. Petroleum 
and stable access to it at a manageable cost are becoming a problem for 
Chile and other LDC's. The higher price of petroleum alone added approxi- 
mately $257 million to Chile's projected balance of payments current 
account deficit in 1979 of $911 million, equal to 4.8% of GDP. 


The projected growth of Chile's debt, to $8.584 billion in 1979, and the 
current account deficit do not appear to represent problems in and of 
themselves. The 1979 results are the outcome of conservative economic 
policy objectives. Chile's export earnings capacity is rapidly growing 
and diversifying. Investor and lender confidence in Chile is demon- 
strated by the steady growth of bank lending limits, the expansion 

of foreign bank branches and representative offices in the country, 

and increased foreign investment activity. From both a financial and 
production standpoint, Chile appears less subject now to international 
economic fluctuations than in the past decade. Chile's export perfor- 
mance is leading to a good economic performance in 1979 and an expected 
rate of growth of 6.8%. On this basis Chile's current GDP will increase 
to $18.9 billion in 1979. A survey shows that on an income basis the 
distribution of this product was the same in 1978 as in 1968. 


The climate for U.S. foreign investment in Chile and for growth in U.S. 
exports is good. The U.S. currently has 24% of the Chilean import 
market. The medium-term target in to increase this figure to 27-30% 
based on expanding U.S. capital goods sales in five key areas. Fierce 
third country competition on credit and financing terms and the probable 
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continued lack of U.S. Export-Import Bank or FCIA credit facilities for 
Chile will hinder the U.S. export promotion drive. Nevertheless price, 
technology, experience, reputation, tradition and aggressive U.S. bank 

marketing are working in favor of the U.S. exporter. 


PRODUCTION 


Real Gross Domestic Product is projected to increase in 1979 by 6.8% to 
$17.1 billion, up from $16 billion in 1978 and $14.9 billion in 1977 

(U.S. dollar equivalent of Chilean pesos in 1977 U.S. dollars). This 
increase represents a 5.1% rise in GDP per capita from $1,491 in 1978 to 
$1,566 in 1979. The 1979 Chilean GDP in current dollars will be approxi- 
mately $18.967 billion compared to $15.068 billion in 1978 and $14.918 
billion in 1977. 


Gross Domestic Product in 1979 reflects both recovery in the traditional 
productive sector: industry, construction, agriculture and mining, and 
increased output in the nontraditional productive sector: exports. The 
industrial sector, the most sensitive to general economic variations and 
policies, was hard hit by the recession of 1975. In the 4 succeeding 
years the industrial sector has come on strong. Industrial production 
increased during the first half of 1979 by an average of 10.7% and 
retail sales rose 10.8%. The increase in production has occurred mainly 
in products of general consumption and those with high income elasticity 
such as home electrical equipment, clothing and processed foods, which 
grew 49.6%, 32%, and 11.8% respectively. The increase in industrial 


production should drain remaining economically available idle capacity 

by the end of 1980. In absolute terms industrial production is at 119.3% 
of 1970 levels, an indication of the government's success in simul taneous- 
ly decreasing inflation and increasing output while lowering tariffs to 

a uniform rate of 10%. Industrial production as a percentage of total 

GDP remains at 21%, an indication of the ongoing restructuring of the 
economy. 


Recovery in three key sectors will contribute heavily to the overall 
6.8% rate of growth in 1979: (a) agriculture, based on a 16.7% increase 
in the value of agricultural output due to recovery in 14 traditional 
crops; (b) mining, based on a 3.7% increase growing out of a 2.23% rise 
in copper production, mainly from CODELCO's Chuquicamata and El Teniente 
Divisions, respectively the largest open pit and underground mines in 
the world; and (c) a 16% increase in construction activity. 


The effectsof current economic policy on income distribution and the 
consequent political implications have been two of the major economic 
issues since 1975. Critics have charged that the long-run growth 
strategy aimed at a free market-mixed economic system-is producing a 
further concentration of historically unequal distribution of income. 
Results of a 1957-1979 income distribution analysis by the University of 
Chile do not appear to substantiate this allegation. Although critics 
have questioned the methodology, the data indicate (a) that current 
economic policy is rapidly inreasing average personal income, (b) that 
the rate of increase in 1976-78 was greater for lower income groups than 
for upper income groups, (c) that the functioning of the free market 
economic model is improving income distribution, (d) that the redistri- 
butional character of the free market economic model is equal to, if not 





greater than, the previous import substitution model, and (e) that in 
measuring the effects of the institution of the free market model a 
distinction must be made between (1) the lasting results of Allende's 
Marxist economic policy which unleashed an inflation rate reaching 34.5% 
in 1971, 216.7% in, 1972, and 606% in 1973; (2) exogenous effects arising 
from loss of export income due to the 1974 petroleum crisis accompanied 
by a 40% fall in copper prices from 93.27¢/1b. in 1974 to 55.94¢/l1b. 

in 1975, a decline in real terms from $ 1.00 in 1968 to 58.5¢/1b. in 
1975; and (3) the immediate versus structural effects flowing out of the 
government's efforts to close the budget deficit which was fueling 
inflation. 


GOC planners believe that current economic policy will continue to 
improve the absolute levels of income. Per capita GDP is projected to 
double within 14 years and relative income distribution to improve 
through the functioning of the free enterprise system, assisted by 

direct government action to aid those in extreme poverty. However, 

the level of expenditures in income transfer programs is affected by the 
government's fiscal policy. In addition, the distribution of wealth as 
opposed to income is still highly concentrated. The Chilean private 
economic sector remains an oligopolistic market dominated by six major 
conglomerates. Of a total of 95,530 firms, 1.9% control 53.7% of total 
assets, 64.6% of fixed assets, and receive 55.6% of total profits. The 
1.9% is composed of 10 single companies, 167 individuals, and 303 limited 
partnership firms. Government action in this area depends on the applica- 
tion of rigorous anti-monopoly and anti-trust legislation. 


MONETARY POLICY AND INFLATION 


The Chilean Consumer Price Index (CPI) measured from December 1978 to 
December 1979 is projected to accelerate from 30.3% to 38%. Inflation 
measured between annual averages is projected to decline from 40.1% in 
1978 to 33.3% in 1979. The relative increase in inflation in 1979 
reflects three factors: (a) the 14.8% increase of the peso price of the 
U.S. dollar in the period January 1-June 30, 1979; (b) an increase in 
external prices for imported goods of 27% led by an 80% increase in the 
cost of petroleum; and (c) an increase in prices for non-traded goods of 
32% and for traded goods of 47%. Of the total 38% inflation rate in 
1979, approximately 60% (19.21 percentage points) is due to variations in 
the price of non-traded goods and 40% (18.79 percentage points) to 
variations in the price of traded goods. This ratio reflects Chile's 
growing integration into the world economy as demonstrated by the increase 
in traded versus non-traded goods with the ratio of imports/exports to 
GDP increasing from 29.2% in 1970 to 40% in 1979. 


The government believes that further reduction in Chilean inflation from 
38% to the goal of making internal price increases equal to international 
inflation (effective zero domestic inflation) depends on continued 

demand management: (a) maintaining a balanced Consolidated Public Sector 
budget which will permit (bh) the maintenance of a fixed rate of peso 
exchange either vis-a-vis the dollar or, perhaps, vis-a-vis the Special 
Drawing Right (SDR) of the International Monetary Fund, and (c) declining 
inflationary expectations. Elimination of the fiscal deficit as a 

source of monetary emission should permit the government to maintain the 





fixed exchange rate by eliminating pressures on the balance of payments 
current account. At the same time the rate of international inflation 
for Chile (based on Chilean imports and not equal to the U.S) PPI should 
decline in line with a slower rate of OPEC petroleum price increases and 
a relative appreciation of the dollar against the Swiss franc, DM, and 
Yen. 


The reduction in inflation has been accompanied by a rapid remonetiza- 
tion of the Chilean economy begun in 1976 and largely completed in 1979 
with the restoration of normal levels of liquidity. The growth of the 
monetary base has been accomplished through gradual expansion of credit 
to the private sector (reduction in legal reserve requirements, redis- 
count operations, and expansion of limits on foreign borrowing) offset 
by net repayments of credit by the public sector to the Central Bank 
(reflecting a fiscal surplus). The velocity in the expansion of mone- 
tary assets is being reduced in line with the public's demand for real 
money. M1 (currency plus demand deposits) is projected to increase 
62.97% in 1979 with an increase in the CPI of 38% resulting in a real 
monetary expansion of 18.1% compared to 32.4% in 1978 and 30.8% in 1977. 
M2 (M1 plus time and savings deposits) is projected to increase 25.4% in 
real terms. M1 as a percentage of GDP should thus increase to 5.3% in 
1979, up from 4.16% and 4.8% in 1977 and 1978 respectively. Prior to 
1971 the Chilean economy worked on a monetary base of 7-8%. As a result 
of high real interest rates leading to rapid growth of the Chilean 
capital market, the ratio of M2 to GDP will reach 13.85% in 1979, up 
from 7.93% in 1977 and 10.87 in 1978. In 1970 M2 as a percentage of GDP 
was 9.27%. Total M1 (including government money) has returned to its 
historical level, reaching 8.91% of GDP in 1979, while total M2 (M2 plus 
government money) is projected to reach a new historical high of 17.12% 
of GDP in 1979. Despite this increase, base money (emission) at the 
explicit exchange rate was $1.458 billion as of September 1979, equal to 
60% of gross foreign exchange reserves of $2.419 billion (September 
1979) and only 7% higher than December 1978 in dollar terms. The major 
source of monetary emission continues to be foreign exchange operations 
(foreign medium-term borrowing by the banking system plus export proceeds), 
a situation which has prevailed since the elimination of the public 
sector domestic currency budget deficit in 1976. 


FISCAL POLICY 


Fiscal policy is projected to achieve a Consolidated Public Sector 
surplus equal to 1.5% of GDP in 1979 based on total expenditures of $8.4 
billion. The Consolidated Public Sector budget, equal to 44% of 1979 
GDP, includes the Central Government, Decentralized Agencies, CODELCO, 
and other public enterprises. The Consolidated Public Sector has been 
in surplus since 1976. The fiscal budget, by comparison, covering only 
Central Government, is projected to produce a surplus in 1979 for the 
first time. The surplus represents the culmination of 6 years of fiscal 
reform starting from a 1973 fiscal budget deficit equal to 24% of GDP 
and 55% of total expenditures. The 1979 budget surplus was achieved 
despite 4 years of real increases in government expenditures. Fiscal 
expenditures were budgeted at $3.978 billion in 1979, a 21% nominal 
increase over 1978. The growth of expenditures in the last 2 years is 
mainly due to the increase in real wages and salaries which represent 
approximately 70% of total fiscal expenditures. By comparison, growth 
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in 1960-70 was mainly generated by an increase in government fiscal 
activities. In constant 1976 dollars, fiscal expenditures were $3.3 
billion in 1979, compared to $3.9 billion in 1973 and $2.4 billion in 
1970. Notwithstanding the program of fiscal austerity, the level of 
government outlays in 1979 was exceeded during the last 2 decades only 
in 1973, the last year of the Allende regime. Thus, while the govern- 
ment has achieved its first fiscal policy objective, elimination of the 
budget deficit, it’ has not yet achieved its second objective, reducing 
the relative importance of the public sector in the economy. Policy is 
moving in this direction, but the adjustment process has been slower 
than expected. To achieve this goal, the government will attempt to 
hold public sector expenditure increases to half the rate of increase in 
the GDP, thus gradually reducing the share of public expenditures to 
GDP. 


The original fiscal budget published December 1, 1978, included a 
projected deficit in the foreign currency budget of US$173 million, 
equal to 33% of foreign currency expenditures. This deficit was cal- 
culated assuming an annual average copper price of US¢65/1b. However, 
the actual price in 1979 was US¢89/lb. Every 1 cent per pound increase 
means approximately $22 million in additional revenue. As a result of 
the increase in copper revenue, the projected deficit of $173 million 
was converted into a foreign currency surplus of approximately $247 
million. With the increase in copper prices government authorities were 
pressured to increase fiscal expenditures on military equipment, social 
welfare, public works, etc. by various vested interest groups. The 


authorities resisted further outlays stating that a fiscal policy should 
be geared to long-range average copper prices rather than short-term 
price fluctuations. 


In 1979 47.8% of total expenditures net of debt repayments were spent 
on social welfare programs. This compares to 27.9% in 1973 under the 
Marxist government of Allende and 41% in 1970 under the Christian Demo- 
crat government of Frei. In absolute real terms (US$ of 1976) the 
government spent $1.398 billion on social welfare in 1979 as opposed to 
$1.1 billion in 1973 and $869 million in 1970. However, the largest 
increase in outlays has occurred in subsidies (mainly unemployment) , 
which increased from $10 million in 1976 to $200 million in 1979. 


Revenues have increased substantially as a result of tax reforms, better 
control of tax evasion, and exchange rate policy (the devaluation of the 
peso increased government revenue from copper exports). In 1975 the 
government pushed through tax reforms including: indexing personal and 
corporate income tax so that inflation would not push taxpayers into 
higher brackets, ending double taxation of corporate dividends by 
maintaining taxation of corporate retained earnings but exempting capital 
gains, making provisional tax payments mandatory, indexing business 
assets, abolishing loopholes, reassessing property tax rates, increasing 
penalty fees on tax evasion, and replacing a 16.5% cascading sales tax 
with a uniform 20% value added tax. The payoff of these reforms came 
in 1979 in the form of a balanced budget and the first direct income tax 
refund in Chilean history. A total of $116.7 million was returned to 
113,587 taxpayers on 1978 tax payments. The tax refunds were paid with 
11.2% interest representing accumulated inflation between December 1978 
and April 1979. 





FINANCE 


The Chilean money market evolved rapidly in 1979 toward a full-fledged 
capital market. This development reflects the government's objective of 
integrating Chile into the world financial system based on a policy of 
free trade in capital, similar to the policy of free trade in goods. 
Significant progress was made in 1979 toward this goal as measured by 
(a) the real growth of the bank deposit market, (b) the decline in the 
cost of intermediated funds, (c) the expansion of credit, and (d) the 
transformation of the structure of the financial institutional sector 
away from market segmentation and toward multibanking. Government 
policy in 1980 will continue the gradual liberalization of the capital 
account of the balance of payments, further lowering legal reserve 
requirements on domestic and international funds and expanding overall 
bank leverage. At the same time supervision of financial institutions 
will be further strengthened. The opening of the capital market, 
blurring the distinction between domestic and foreign sources of finan- 
cing, will call into question a whole series of financial regulatory 
measures. The consequences of these moves in terms of monetary policy 
and inflation are not totally evident. For this reason the Central Bank 
is moving cautiously, but deliberately. 


The government continues to allow monetary aggregate growth to exceed 
inflation in a conscious effort to spur business activity, lower real 
interest rates, and expand access to credit. The latter is a key concern 
of economic authorities and a major objective of government income dis- 
tribution policy. A factor moderating credit growth is ensuring that 
the gradual decline in interest rates does not adversely affect the rate 
of internal savings by a population grown accustomed to high rates of 
return in an historically inflationary environment. The credit market 
remained segmented in four sectors in 1979, however, these distinctions 
are disappearing as liquidity expands and rates decline: (a) direct 
borrowing in dollars under Article 14; (2) indirect borrowing in dollars 
under Article 14 through the Chilean commercial banking system; (3) 
borrowing in pesos in the internal market; and (4) borrowing under 
special suppliers’ credit lines. A majority of domestic industrial firms 
and consumers were heretofore limited to internal peso credit. The cost 
and availability of these funds were largely determined up to 1978 by 
the 30-day money market, a marginal though influential share of total 
transactions. However, indirect foreign borrowing in dollars under 
Article 14 is projected to increase in 1979 by 93% from an accumulated 
total of $1.234 billion in December 1978 to $2.385 billion in December 
1979. The U.S. share of Article 14 lending declined from 62% to 49.9% 
between March 1978 and June 1979 as a result of increased competition 
and portfolio diversification. U.S.-sourced Article 14 lending is 
projected to total $574.4 million in 1979 out of $1.15 billion. As 
external savings have augmented domestic savings as a source of funds, 
the internal real 30-day annualized peso lending rate has dropped from 
56% in 1979 to 14.3% in 1979. This compares to a fixed equivalent 
nominal rate of borrowing directly under Article 14 of 12.6%. 


EXTERNAL ACCOUNTS 


Chile's balance of payments performance in 1979 is fairly strong and 
conforms to the government's overall monetary approach to balance of 





payments equilibrium. The outlook through 1983 is good as measured by 
(a) the growth of internal savings, (b) access to external savings, (c) 
generation of foreign exchange earnings, and (d) management of the 
current account deficit. The balance of payments in 1979 is projected 
to post a surplus of $930 million, the difference between a deficit on 
current account of $911 million and a surplus on capital account of 
$1.841 billion. The current account deficit, equal to 4.8% of projected 
GDP in 1979, reflects $580 million in payments of financial services, 
including $544 million in interest payments on the foreign debt and a 
trade deficit of $677 million. The capital account surplus is the 
result of $1.252 billion in debt payments offset by a 79% increase in 
gross capital utilizations to $2.925 billion and $168 million in foreign 
investment. The overall balance of payments surplus boosted gross 
foreign exchange reserves by 58%, from %1.597 billion to $2.527 billion. 
Autonomous capital inflows, net after debt amortization, increased the 
gross external debt by 23.3% in nominal terms, from $6.911 billion to 
$8,584 billion in 1979. 


The rate of growth of Chile's foreign debt and the size of the current 
account deficit do not appear to represent problems in and of themselves. 
The 1979 results are the outcome of overall economic policy objectives. 
The current government inherited a general external debt of $4.048 
billion in 1973 and $401 million in gross foreign exchange reserves. In 
1979 the external debt rose to $8.584 billion, 45% of GPP, with 

€2.527 billion in gross foreign exchange reserves, equal to 141% of 

debt service. Net reserves of $1.397 billion are equal to 4 months 
imports cover. Outstanding external public and public guaranteed debt 
of $5.090 billion in 1979 was equal to 27% of GDP. Total debt service in 
1979 reached $1.796 billion, equal to 42.7% of exports of goods and 
services, down from 44.4% in 1978. Service on the public and publicly 
guaranteed debt also declined in 1979 to 28.4% of exports compared to 
34.4% in 1978. However, the debt service ratios include public sector 
debt prepayments of $207 million in 1978 and $105 million in 1979. The 
overall structure of Chile's external debt has improved since 1977 with 
claims on government as a share of total debt declining from 67.6% to 
59.2% in 1979. Private debt without government guarantee has increased 
during this period from 32.4% to 40.8%. 


Chile's trade deficit is projected to decline in 1979 to $677 million 
from $708 million in 1978 as the 44.6% export growth rate exceeds the 
40.1% import growth rate. While import growth continues to be high, 
increasing imports to 22% of GDP in 1979 compared to 20% in 1978, the 
structure of the trade deficit in 1979 includes three distinct features 
which distort the general trend and are unlikely to be fully repeated in 
1980: (a) an extraordinary increase in imports of military equipment; 
and (b) a 27% rate of inflation for Chilean imports based on (c) an 80% 
increase in the cost of petroleum which, discounting for increased 
consumption, alone accounts for $257 million or 28% of the 1979 trade 
deficit. The underlying rate of import growth, discounting for inflation, 
petroleum, and military equipment, appears to have slowed considerably 
in line with the end of the tariff reduction program. 


The growth sector of the economy is exports, up from 16.1% of GDP in 
1978 to 18.4% in 1979. This performance was based on a 43.8% increase 
in copper prices accompanied by a 49% rate of growth of nontraditional 
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exports, which now account for 33% of total exports. MNespite the rise 
in production and prices, copper's share of total exports is thought to 
have increased only 3 points, from 49% in 1978 to 52% in 1979 as a 
result of Chile's continuing export diversification. Traditionally 
copper exports averaged more than 73% of total exports and made Chile a 
classic LDC mono-exporter, highly dependent on the vagaries of world 
demand for a single primary export commodity. By comparison non-copper 
exports now account for half of Chile's foreign exchange earnings. 


EMPLOYMENT, LABOR AND WAGES 


Both employment and unemployment in Chile are at record highs. In the 
period September 1978-September 1979 employment grew 5.1% while the 
labor force increased 6.7% compared to rates of 3.67% and 3.62% respec- 
tively in 1961-70. As a result there was virtually no change in the 
unemployment rate which has fluctuated around 13% since December 1976. 
Analyses indicate that the cause of the high level of unemployment is 
not the failure of the economy to create new jobs at a satisfactory 
rate, but rather, three factors affecting the labor market: (1) the 
rate of growth of the labor force resulting from a demographic aging of 
the population; (2) layoffs in the period 1976-78 among heads of house- 
hold; and (3) youth and female entry into the labor market due to social 
changes, rising expectations, and a loss of purchasing power in 1972-76 
occasioned by inflation and unemployment among heads of household. 


Employment is growing at exceptional rates, particularly in the services 
sector, which has increased as a percentage of total employment from 
51.9% in 1974 to 58.4% in 1979. This increase (equal to 226,100 new 
jobs) has come largely at the expense of the goods sector, and manufac- 
turing employment specifically, which has declined from 29.3% to 25.6%. 
However, employment in this sector has recovered and increased in 
absolute terms from 310,700 in 1974 to 339,900 in 1979 after troughing 

in 1975 at 273,100. In absolute terms 132,100 persons, or 12.5% of the 
work force, were unemployed in June. Of this total, 9.3% was due to 
layoffs and 3.2% to new entrants. This latter rate is triple the level 
prevailing from 1959-1973 and a key to the high overall unemployment 
rate. In 1977-78, 54.7% of new entrants were women, compared to 48% in 
1968-70. Persons between the agesof 25-54 as a percentage of new entrants 
increased from 8.6% in 1968-70 to 16% in 1977-78, an additional indicator 
of female entry into the labor force. The explanation for this trend 

lies at the heart of the unemployment problem and is related closely 

to unemployment among heads of household, the 1975-78 decline in manu- 
facturing employment, and the shift toward services employment. 


Prompted by the desire to depoliticize the labor movement, accommodate 
labor policy to Chile's free market economic model, and propelled to 
action by a Regional Inter-American Labor Organization (ORIT) threat of 
a trade boycott against Chile, the Chilean Government announced in 
January 1979 that there would be a new labor relations system in force 
by June 30. Missing the mark by only 2 days, a new Labor Plan was 
announced on July 2, 1979, through a series of Decree Laws. The center- 
pieces of the Plan are Decree Laws 2756 and 2758; the former deals with 
labor organization and the latter with collective bargaining, strikes 
and lockouts, mediation and arbitration procedures, and unfair labor 
practices. Key features of the new labor laws include: an open shop; 
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multiple plant based unions; wage negotiations based on full Consumer 
Price Index (CPI) adjustments; the right to strike balanced by employer 
lockouts and a 60-day strike limit; and prohibitions against participa- 
tion in the collective bargaining process by management associations and 
labor federations and confederations. 


Despite the opposition of a large segment of organized labor to the 

Labor Plan, collective bargaining resumed in August 1979 after a lapse 

of 6 years. Wage settlements in the first round of negotiations averaged 
real increases of 7-8%, equal to the rate of GDP growth. Overall real 
wages are projected to rise 10% in 1979. Real wages are now at 112.3% 

of the 1970 level and are rapidly approaching the 1972 peak of 120.1% 
reached under the Allende regime when prices were fixed. Studies indicate 
that the factor share of labor in national income - wages and salary 
compensation of employees - peaked at 61.7% in 1971, troughed at 41.1% 

in 1976, and subsequently increased to 49.4% in 1978, a rate superior to 
that prevailing in the 1960's. This rate in the United States was 76% 

in 1976. The figures reflect both the increasing rate of employment 

and, for those employed, a swift recovery in real wages based mainly in 
the mandatory system of thrice yearly wage adjustments keyed to past 
inflation. 


INVESTMENT 


Fixed capital investment is projected to increase from 12.7% of GDP in 
1978 to 14.1% in 1979. - The new figures are the outcome of the govern- 


ment's revision of basic national account data which indicated a fairly 
substantial underestimation of capital formation in the private sector. 
The previous analytical matrix for evaluation of the rate of capital 
formation was heavily biased toward the public sector and industry under 
the import substitution model. Chile's new open-export led economic 
system has placed the burden of economic growth predominantly on the 
private sector. Agriculture, forestry, and nontraditional exports, key 
sectors under the new system, were not net contributors to growth under 
previous policy. 


Rapidly growing foreign investment could have a positive effect on 
external savings over the next three years. Through June 30, 1979, the 
government had approved 346 foreign investment projects totaling $4.159 
billion. The increase over the August 1978 level of $2.498 billion is 
largely accounted for by a $1.5 billion investment registration by 
Anaconda to develop the Los Pelambres copper deposit. Anaconda, which 
returned to Chile in 1979, lost ownership of the Chuquicamata and Salvador 
copper mines to nationalization by the Christian Democrats in 1966 and 
expropriation by Allende in 1971. Of total foreign investment registra- 
tions, mining accounts for 89.8%, followed by 7% in industry. Actual 
investment realized amounts to $510.6 million, 12% of total registrations, 
and 306 projects, 88% of total projects. The concentration of investment 
projects in the mining sector reflects Chile's mineral endowment and 
relative comparative advantage in copper production. Actual mining 
investment through June was $227.8 million, 6% of registrations. 


In comparison to foreign industrial investment, domestic industrial 
investment is growing rapidly. Of 308 firms--employing 122,360 persons-- 
sampled by Chile's National Association of Manufacturers, 212 (68.8%) 
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made investments during 1979 totaling $313.1 million. Of those firms 
which did not invest, 40.6% gave existing surplus capacity as the reason. 
Total utilization of installed capacity among the firms surveyed increased 
from 75.5% in 1978 to 81.5% in 1979, a 7.9% increase. Total spare 
installed capacity thus decreased 24.5% to 18.5%. The 212 firms inves- 
ting in 1979, 90.4%, indicated that they expect to reach full capacity 
utilization within the next 24 months. The investment plans of industry 
reflect (a) the rate of growth of sales in 1979 over 1978, estimated at 
17.8%, and (b) increasing productivity per employee which has risen from 
98.3 in 1969 (base 1974=100) to 124 in 1978. Of the 308 firms in the 
survey, only 25 reported problems from import competition while 250, 
81.2%, expected an increase in sales in 1979. These data underscore the 
rapid adjustment of the manufacturing sector to current economic policy 
and emphasize the small number of bankruptcies which occurred as a 
direct result of decreasing tariffs and opening the economy to foreign 
trade. 


The book value of U.S. fixed investment in Chile is estimated to have 
doubled over the past 24 months to approximately $600 million. Planned 
U.S. fixed investment totals $2.943 billion. U.S. financial investment 
(Chilean debt) was estimated to total $3.946 billion at year-end 1979. 
Actual fixed-plus-financial U.S, investment was expected to total $4.546 
billion. Current actual-plus-planned investment may increase total U.S. 
investment in Chile to $7.489 billion over the next 5-8 years. 


MINING 


Chilean copper production in 1979 is projected to increase 2.23% to 
1,058,600 MT. The growth from 1,035,500 MT in 1978 is due to output 
gains in three of CODELCO-Chile's four operating divisions. Chile thus 
maintains its position as the second largest free-world producer of 
copper and compares to the state of Arizona which had a 1978 output of 
888,631 MT out of total U.S. production of 1,351,933 MT. Total Chilean 
copper exports in 1979 are expected to reach 1,012,000 MT compared to 
977,800 MT in 1978. Chilean copper exports to the U.S. are projected to 
decline 20% in 1979 from 153,900 MT to 128,250 MT. The decrease is due 
to (a) drawdown of 74% of U.S. refined stocks, (b) a 17% decline in 
apparent U.S. consumption, and (c) a 19% increase in U.S. domestic 
smelter production. In 1979 Chile supplied approximately 38% of total 
U.S. general imports of copper by volume including 60% of total blister 
imports and 38% of total refined imports. Exports to the U.S. represent 
16% of total Chilean copper exports. 


The nominal annual average copper price increased from 61.9¢/1b to 
89¢/lb in 1979, pushing Chile's foreign exchange earnings up 51.8% from 
$1.2 billion in 1978 to $1.824 billion in 1979. The price increase 
reflects the downward stock movement begun in February 1978 which picked 
up strong momentum in 1979 setting off a sympathetic price response 
reaching $1.10/1b on the London Metal Exchange October 2, 1979. The 
price outlook in 1980 is good in terms of Chilean foreign exchange 
earnings. However, while higher than 1978, the 1979 average annual 
price in real terms is only 77.9¢/1b compared to 98.4¢/1b in 1960-69. 


World copper consumption, currently at 7.5 million MT, is projected to 
increase to 9 million MT as early as 1985. World copper production has 
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declined slightly over the past 3 years: 6.7, 6.3, and 6.1 million 

MT in 1976-77-78, respectively. In the 10-year period 1980-1990 Chilean 
copper production is projected to increase to 2,374,000 MT, 224% of 1979 
production. Production by the Gran Mineria (CODELCO) should be sustained 
at approximately 890,000 MT in 1980. Gran Minerfa production has almost 
reached peak capacity; however, an increase in retained earnings is 
still possible through further increases in electrolytic output as part 
of the overall product mix. Base production of medium and small mines 
is set at 160,000 MT. Future growth in Chilean copper production wil] 
come from the private sector based on $3.73 billion in 6 planned new 
investments: ARCO-Anaconda in the Pelambres deposit ($1.5 billion); 
Exxon in the Disputada deposit ($1.2 billion); Superior 0i1/Falconbridge 
and ENAMI in the Quebrada Blanca deposit ($500 million); Noranda and 
ENAMI in the Andacollo deposit ($100 million). Thus while copper has 
been reduced to 52.2% of total goods exports in 1979, the outlook is for 
copper to resume a more predominant position as a generator of foreign 
exchange during the coming decade in response to the projected growth 
in world demand. Should all these new projects come onstream, the 

Gran Mineria could be replaced by the private mining sector as the 

main generator of export income. 


PETROLEUM 


In 1979 Chile was dependent on imports for 75% of its 106,500 barrels 
per day (bpd) petroleum consumption. This amount is equal to 3.56 
barrels per year (bpy) per capita compared to 32.85 in the United States 
where consumption is 19 million bpd and imports only 44% of total 
supply. Fluctuations in world supply and demand thus weigh heavily on 
Chile's economic performance. For the second time in five years Chile's 
internal and external economic positions are being adversely affected by 
petroleum developments. However, in addition to the now standard world- 
wide OPEC price increase crisis have been added serious additional 
problems particular to Chile: (a) the loss of a contract with Iran for 
19,000 bpd, (b) the loss of a contract with Ecuador for 16,000 bpd, and 
its subsequent renewal for 15,000 bpd at a higher price, and (c) the 
renewal but reduction in a contract with Gabon from 25,000 bpd to 16,000 
bpd. 


The combined OPEC-Iran-Ecuador effect is thoaght~ to have pushed up 
Chile's petroleum import bill 80 percent, from £429 million in 1978 
to $771 million in 1979. The June 27, 1979, OPEC price rise of 35 
percent alone is increasing Chile's crude petroleum import bill by 
$100 million. In comparison to:1974, however, Chile's increased 
creditworthiness, access to external financing, and increased copper 
revenues will offset the losses due to higher petroleum import prices. 


Total petroleum imports in 1979 were projected to reach $771 million 
based on imports of 29,017,500 barrels per year (bpy) (79,500 bpd); 
domestic production of 9,855,000 bpy (27,000 bpd); or total consumption 

of 38,872,500 bpy (106,500 bpd). This would represent a net increase in 
Chilean petroleum consumption in 1979 of 2.6% from the 1978 level of 
37,887,000 bpy. Consumption is estimated to increase by 3.1% in 1980 

to 40,077,000 bpy (109,800 bpd). Imports are projected to be 25,915,000 
bpy (71,000 bpd) at an average cost of $38.59 per barrel. At this rate 
Chile's petroleum import bill in 1980 will be $ 1 billion. 





‘ 
-14- 


Domestic production bottomed out in 1978 at 23% of consumption and 
increased from an average of 24,000 bpd to an average of 27,000 bpd in 
1979 (28,000 bpd including derivatives). Production in 1980 is projected 
to increase to 38,800 bpd (14,162,000 bpy). Onshore domestic production 
continues a decades-long decline despite a program of secondary recycling 
by ENAP. The bulk of ENAP's production efforts are now concentrated 
offshore in fields in the Straits of Magellan: Ostion, Spitefull, 
Anguila, Jaiba, and Possession. Ostion came onstream in January 1979 
and is now producing 28% of total national output (approximately 7,084 
bpd). A second production platform in the Spitefull field was inaugurated 
in November 1979. A third production platform was installed in the 
Possession field in December 1979. In July and September of 1980 

two platforms are to be located in the Anguila and Jaiba fields. These 
offshore producers are projected to increase domestic production to 35% 
of total consumption by end-1980 (65/35). Additional production possi- 
bilities exist in the ENAP-ARCO exploration project in the Chacao Canal 
field and the ENAP-ARCO-Amerada Hess project in the Magellan area. Peak 
output from the offshore producers should be reached in 1984-86, pushing 
the imports to domestic production ratio back to 60/40, the rate pre- 
vailing at the beginning of the 1970s. 


IMPLICATIONS FOR THE UNITED STATES 


Trade. U.S. exports to Chile are projected to continue growing at a 
healthy rate into 1980. Even should U.S. exports only keep pace with 
total Chilean import growth, this should mean a 30-plus percent nominal 
‘increase in U.S. sales. U.S. exports to Chile are projected to reach 
$1.013 billion in 1979 (CIF), a 39.8% increase over 1978. Chile has one 
of the lowest tariff rates of any developing country, a uniform 10% for 
all products except automobiles and small trucks. There are literally 
no import restrictions. Chile's strong foreign exchange reserve position 
and continuing attractiveness to international commercial banks suggest 
that no foreign exchange or import restrictions need be contemplated as 
a contingency. 


As evidenced by both economic conditions and trade figures, Chile is a 
good market for U.S. products. Despite this performance the U.S. market 
share is expected to have declined in 1979 to 24.3% from 26.6% in 1978. 
The U.S remains Chile's number one import supplier. The U.S. has also 
maintained its position as the number two importer of Chilean products. 
The balance of two-way trade is expected to be favorable to the U.S. in 
1979 by approximately $510 million. 


On June 20, 1979, Chile and the U.S. signed a Bilateral Trade Agreement 
within the scope of the Multilateral Trade Negotiations. The agreement 
binds Chile not to raise its tariffs to more than 35% on any items 

covered by the GATT. In fact, Chile's charges are an across-the-board 

10% duty with few exceptions. The U.S. on the other hand has agreed to 
accord preferential status to over 35 different Chilean product categories, 
including copper products, wiring, tubing, seeds, tomato paste and 

sauce, pisco, blankets and woollen bedding articles, ammonia products, 
suits, processed corn and potatoes, salt, tables and wooden components. 


Although foreign competitors have become equally aware of Chile's economic 
recovery and its fast-growing open market for imports, the future looks 
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promising for continuing sales gains by U.S. industry. A devalued 
dollar has led many Chilean buyers to seek suppliers from the U.S. for 
intermediate and capital goods normally bought from Europe. One influence 
that could hold U.S. export gains below total Chilean export growth is 
availability of competitive financing terms to U.S. suppliers. On 
November 30, 1979 new Eximbank, Foreign Credit Insurance Association 
(FCIA) and Overseas Private Investment Corporation (OPIC) operations in 
Chile were terminated. Without Eximbank direct lending or guarantees on 
big money sales opportunities to Chile, or the benefit of the FCIA and 
U.S. Commercial Bank Guarantee programs, U.S. industry is dependent on 
commercial bank rates. These terms seldom match those offered by third 
country competitors who have the support of their export promotion 
financial institutions on import sales opportunities. This disadvantage 
for U.S. exporters seems not only to be growing but also becoming 
relatively more important as more Chilean big money projects move toward 
implementation and procurement in the early 1980's. With financing 
available from other sources it is likely that the U.S. will not be able 
to compete for these major exports. 


Despite the financing limitation, given Chile's favorable economic 
position and the new bilateral trade agreement, possibilities exist for 
expansion of U.S. exports to Chile. Mining equipment should remain one 
of the largest single U.S. export product categories. Opportunities for 
significant export expansion exist in 4 other areas: textile machinery, 
packaging and food processing, medical equipment, and automotive spare 
parts and maintenance equipment. Related sales possibilities are 


excellent in three key investment sectors: fisheries, forestry and 
agribusiness. 
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